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DearApplioant N L R

‘ i : We have consndered your apphcatlon for, recognmon of exemphon from federal income tax
© .. Under section 501(a)-of the| Intemal Reévenue Code as an.organization described in section .
2 501(0)(7) ‘Based on the. lnformatron submltted iwe have concluded that you do not qualify for
exemptlon under that secﬁon The basrs for- our conclusion i is-set forth below

E i You were formed on”, under tha
Article I'ofyour Articles of Organization states hhat your purpose-or: purposes “is to engage in
any achvny within the- purposes for which a Ilmiied (iabmty company may ‘be formed” under the
Mrchlgan statuta L ‘ R . ,
l. oA i . oo
: i?- Your other fon'natnve document Is an. 'Operlatlng Statement/Agreem nt, which is dated
N ' The openlng paragraph ofnthxs document identffies the four individuals who
P have entered into the Operating Agreement, who are referred {o as “Member” or “Members”,
S They each have received Certificates embelshrp (see Afticle 1, Sec. 11.6) and each Member
. - has made'a Capital Contributlon of § , which represents a “Shanng Ratlo of {% (see
SR Fxh;blt A, an attachment to ithe Operatmg. 'ment)

i Atticle 2, Sec: 2. 2 entrtled Capital A@gnts states, in part, that 7 “THe capital account of
each Member shall be oredlted with his capitat oontnbu'uon(s) {at net fair market value with

: .respect to;any contributed: property) and shall Ibe appropriately adjusted ho reflect each

! i Member's allocation of prfits, gains, losses, deductions, the net fair market value of .

Lo ..drsh'ibutlons made to the Member(s) and any: other ad;ustments as requrred by section 704(b) -
of the Intemal Revenue’ Code . o

l

{-3 Artlcle 3, Sec 3.1, provtdes that the Company’s net proﬁts of nat |osses shall be
éetenmned on an apnual basrs and shall be allopated to the Member(s) m proporbon to their
'-Shanng Ratios. ‘ .
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L ,ihe Members in fpmpqrﬁog'jngto meir‘Shaﬁhg'Ra'ﬁios.

PR .

Asticle 5 sets forth the-rules for.the transfer of a "Cornpépy Interest,?' by @ Member. Sec. .

i 15.1 aliows for the:transfer.of such interest to a Trust, as long as the Member acts as the initiat - .

.} "[Trustee and grantor of said Trust. -The “Holder! of such interést can include a Member, an’
i, jestate, a rust, a bankrupicy trustes, a receiver, etc. S :
T - Lo . L . . . i )
i In‘responseto. Part I, 1, of Form 1024, exemption application, you|describe yourselfas a -

. -Hisociat organization” fomjgdgby your members to purchase land for purplbses of outdoor
) rgcregtion: Outdoor recreation actvities includtia hunting, fishing, and camping.
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I & Jetter dated WM, you hive responded to our development letter of

- In Response #2, you describe the p

Onig (in the amount;of $
.. \located.approximately <

+ 1 {The property is made up.o

percent hardwood forest and percert densely forested

| 1and a:-fourby four wooden.outhouse.” You tepresent that the sole-purpese for the purchase of
is property is for ‘recteational uses, hunting, fishing, camping, and small social gatherings.”

e Ry l : ; :

Sl In#3, we inquired as to how often your members met and requested details conceming
e l'memBe’rs;.meet twice aiyear, In the s:pri,n'g;;and fiall. You did not provide any information
' " 1" jconceming any social commingling among your mambers in the oontexti of your organization’s

., Jactivities.., SR PR S SRR ‘
B L

;" .., jany social commingling among your members.| You responded, in part, that your four identified .

:-! L N . i

: r In response #5, youﬁ-frébortéd total'{héorﬁ\?q'! of for your taxable year ending
- ® Your. reported expenses fotaled W consisting of mortgage payments

 1of property tax:ot. 4, and outiays:of S for a storage shed and S for the
.1 “jouthouse: The resulting balance for. this taxablb year was R

- b . i ‘- : PR eyl . ' . .- :
© |7 Section 501(c)(7) ofithe Intenal Reventje|Code provides for the exemption from federal

Do fincome tax of clubs organized-and. operated: exclusively for pleasure, recreation, and othér

inonprofitable purposes, substaritially all the actvities of which are for #Mch purposes’and no part
.(of the5net;.eamiqgs.of whlch inures-to the beqe@t of any private sharehoider.

117 Section 1.501 (a)-1(c) of the Income Tax'Regulations provides that:Qhe term “private
. Ishareholders. orindividuals® refers to'persons-having a personal and private interest in the
X 5@cﬁviti¢spfthe:or§gantzgﬁ?n; B T
' i.  Section 1.501(e)(7)-1 (a)of the _'regmations,! essentially repeats the language. of Code

., 1section 501(c)(7) but alsa. states that, in general, this exemption extends to social and recreation
 lelubs which are supported!solely by membership fees, dues, and assessments. However, a
+ club otherwise entitled to Exemption. will not:be disqualified because it raises revenue fro
. imembers through the use of.club facllities; or iniconnection with club activities. :
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. Article 4, Sec. 4.1 provides that the business affairs of the Company shall be managedby -

T To date, the only improvements *have been an eight by ten fodt wooden storage shed |~
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D i,:s'uitatil'e for business or personal use by
i [flying:abilities, and, through the.ownership and maintenanceiof flying equipment, to provide
teconomic flying facilities forits members.: Membership is open to all persons who are interested - -

E . ‘Z .
1, 1801(c)(7):because its solé activity Is rendering flying services 1o Its members and there is no-
' isignificant.commingling.of its members. o R Ce o
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o .'_;[1;.501a_(‘a);-nf(c) of the regulations. - - - .- ;i : C
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501 (€)(7)of the Code and you must file federallincome tax retums. -

i

Rev: Rul. 58-589; 1958-2 C.B..'26,6_", :dfsédéses the various criteria fjé:r réoognition of

. jexemption under section 501(c)(7) of the:Cade; I order to aetablish thet a gug & organized

and operated for pleasure, recreation,:and dther nonprofitable purposes, “there must be an

 |establistied membership of individuals, persanal contacts and fellowship. A commingling of the
- members must play-a material part in the life of the organization.” | . :

: © ReviRul. 70-32, 1970-1 C.B.132, descritjes & club organized to own and operate aircraft

fts members, to enable its members to improve their

in fiying. i N

4t Rewv. Rul. 70-32 cites;Code. section’ 501(0).'(7) and states that in order for a club to qualify
.1 ffor:exemption under this section, “there. must.be an established membership of individuals,
| jpersonal contacts, and fellowship.. Furthiermore, a.commingling of members imust play a
.5 imiateral part in the activities of the organization.” Rev.Rul, 58-589, 1958-2 C.B:266 and
. i jRev.Rul: 9-535,1969-2 C.B. 126 are cited. | R
b . ’ ) .

Held, the-a‘bove.-deé'quedzc}uﬁ does" not éualify for exe:mpﬁ_on Lind:er Code section

rather thanias-an.LLC. The indication of an overriding business

nonprofit statute of!

3 ipurpose is reinforced by-the language in your:Operating Agreement, which spells out at
ol

considérable length the fihancial cﬂgaﬁons and contractual powers of your Members, Further, . -
each of your four Members has a percent:share in the principal and income, and profits and
losses, of:the LLC. This:provision directly, contravenes the requirement, under Code section

'+ 1801(c)(7), that no part of the net eamings of-a club may inlire to the bengfit of any private ‘ .
shareholder. Your four Members‘are‘qlggny fpﬁvate shareholders™per the definition in section .-

Aside from the orgag:ﬂlz,ational defects téd above, we also‘conclude that you do not meet
the requirements 'of Code section 501(c)(?) pfegi:aus‘e the required cmz;;rmgllng among your
membership does not éxist to any significant'degree. See:the holdings in Rev. Ruls: 58-589
and 70-32, discussed abave. All the evidehce in the administrative file points to a time-sharing

. |arrangement for. the use of land which you have purchased so that yourqumbers may hunt and
.. | fish. From the Information ifumished, any:sacial commingling among your limited membership
'+ jappears minimal, at best;'in the context of your activities . S A ' :

o ] L .
Accordingly, you doinot qualifyfor exemption as an organization described in section
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+ "With respegt to youriapplication, ‘we.note that your creating instrument makes no mention” . - .-
“of any recreational or sodial:purposes. “Instead, you were essentially formed for business
| jpurpoeses:, If youn pugses were otherwise, you could have opted to be’organized under the
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.y ; © Yoisihave the right to protest this Tuling.if:you believe it is incorrect.| To protest, you should
© 7, submit a statement of your; views to this office, with a full explanation of )'/our-r-easoning. This
o :}"s,mtement,. signed by oneof your officers,:must:be submitted within 30 days from the date of this
- letter.”-Youi also have a right to a conference inthis office after your statement is submitted, .
ou must.request the conderence, if you want ane, when you file your pfi)teststatem'ent. If you
re to'be represented by someone. who Is not ohe of your officers, that person will need to file a

i Yo
Do S ] T v ,
| * g, Ifwe do not hear from.you within 30:days, this ruling wil become final-and a copy will be
- -+ ‘forwarded to the Ohi6 Tax Exempt and Govemment Entities (TE/GE) office. Thereatter, any
. - lquestions,about your federal income tax status|should be-directed to.that office, either by calling
.1 B77-829:5500 (a toll free number) or sending: correspondence to: internal Revenue Service,
- TE/GE Customer Service; P.O. Box 2508, Cincinnati, OH 45201.. . |
* When sending additidnal letters to us withirespect to this case, you will expedite their -
ceipt by using the following address: * . - | L ‘ . '

1
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' '! . .
Intemal-Revenue Service:

g If ypix have any quesftjons, please. contactithe person whose name gaqd telephone'number'
4fire shown in the heading of this letter. . C o -

N ; Sincerely,j
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Initiator | Reviewer




